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ADDRESSES 

OF 

Director-General  Hines  and  Interstate  Commerce  Commis- 
sioner Woolley 

ON  THE 

RAILROAD  PROBLEM 


The  future  prosperity  of  our  country  is  dependent 
upon  the  ability  of  its  railroads  to  conduct  its  business. 
This  cannot  be  done  efficiently  unless  they  can  be  as- 
sured financial  credit  much  better  than  that  of  recent 
years.  This  is  true  both  as  to  the  market  values  of  the 
billions  of  present  securities  and  the  ability  to  secure  the 
billions  of  new  capital  absolutely  necessary  on  the  best 
possible  terms  in  order  to  assure  the  lowest  possible  rates 
for  freight  and  passengers. 

Tlie  action  by  the  present  Congress  on  this  question 
is,  therefore,  of  most  vital  consequence  to  every  man, 
woman  and  child. 

It  is  manifest  that  to  be  effective  any  action  taken 
should  be  sustained  by  an  informed  public  opinion.     To 

create  and  support  that  opinion     calls  for  widgg^      

knowledge  of  the  facts  relating  to  the  sitjitf^iiN  'My 
own  relation  to  railroad  financing  and  opei;<(<iWi  for  more, 
than  a  generation  enables  me  to  know  tyat/'manj 
assertions  made  respecting  the  results  oi  raili 
tion  under  private  and  government  control  are  not  justi- 
fied by  the  facts.  I  have,  therefore,  ventui*^'  to  reprint 
the  most  recent  address  of  Director-General  of  Railroads, 
the  Honorable  Walker  D.  Hines,  an  eminent  authority, 
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and    that   of    Interstate    OommeEce    Commissioner    the 
Honorable  Eobert  W.  Woolley. 

I  assume  the  privilege  of  sending  this  pamphlet  to 
those  whom  I  esteem  leaders  of  public  opinion.  I  am 
convinced  that  hasty  action,  under  jiressure  to  accom- 
plish a  given  purpose,  without  reference  to  a  well  in- 
formed public  opinion  involves  the  gravest  danger  to  the 
permanent  welfare  of  the  country. 

George  Foster  Peabody. 
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Confidential— For  release  in  morning  papers  of  Thurs- 
day, January  8,  1920. 


ADDRESS 

OP 

WALKER  D.  HINES 

Director  General  op  Railroads 

Before  the  Association  of  the  Bar  of  the  City  of  New  York 
New  York  City 

Wednesday,  January  7,  1920 

1  wish,  first,  to  summarize  my  thoughts  on  the  solu- 
tion of  the  railroad  problem. 

For  twenty-six  years  I  have  studied  the  development 
of  railroad  regulation.  For  most  of  this  period  I  studied 
it  from  the  standpoint  of  the  Railroad  Companies  and 
for  the  last  two  years  I  have  studied  it  from  the  stand- 
point of  the  general  public. 

As  a  preliminary  to  considering  the  solution,  it  is  well 
to  consider  the  condition  of  regulation  in  1917,  just  prior 
to  Federal  control. 

While  there  were  many  different  Railroad  Companies 
the  service  on  the  different  railroads  was  inseparably 
linked  in  a  common  transportation  system.  Freight  cars 
were  interchangeable,  rates  were  necessarily  the  same  on 
different  railroads  in  the  same  part  of  the  country,  wages 
of  some  classes  of  railroad  labor  were  largely  standard- 
ized and  others  were  becoming  so.  Movements  for  either 
the  increase  or  reduction  of  rates  were  joint  and  affected 
all  the  railroads  in  tlie  particular  territory,  and  move- 
ments for  the  increase  of  wages  were  likewise  joint  to  a 
considerable  extent,  and  affected  many  railroads. 


Despite  these  elements  of  interrelation  affecting  ser- 
Tice,  rates  and  wages,  there  were  probably  more  than  one 
hundred  distinct  railroad  interests,  at  least  fifty  of  which 
could  be  regarded  as  important.  It  was  almost  impossible 
to  secure  joint  action  by  these  interests  and  almost  im- 
possible to  accomplish  results  without  joint  action. 

Eailroad  labor  was  completely  organized  as  to  the 
train  and  enginemen  and  was  largely  organized  as  to 
some  of  the  other  classes,  and  there  was  a  steady  move- 
ment towards  further  organization  on  the  I'ailroads 
throughout  the  country.  Railroad  labor  had  become  vio- 
lently opposed  to  arbitration  and  no  means  existed  for 
satisfactory  dealing  with  labor  problems.  Common  action 
on  the  part  of  railroad  labor  was  much  easier  than  com- 
mon action  on  the  part  of  the  railroad  managements. 

Public  regulation  of  the  railroads  was  far  reaching 
both  as  to  service  and  as  to  rates.  Congress  and  the  State 
Legislatures  and  some  State  Commissions  were  con- 
stantly making  I'egulations  affecting  service  and  increas- 
ing the  cost.  Tlie  movement  was  steadily  in  the  direction 
of  greater  and  more  costly  regulation  of  railroad  service. 
The  regulation  of  rates  was  almost  universal.  The  Inter- 
state Commerce  Commission  had  practically  complete 
control  over  interstate  rates  and  nearly  all  the  State  Com- 
missions had  control  over  the  intrastate  rates,  and  from 
time  to  time  State  Legislatures  directly  fixed  the  rates. 
The  Railroad  Executives  frequently  complained  that  they 
bad  no  substantial  control  over  the  management  of  the 
properties. 

The  term  private  management  had  become  largely 
figurative  because  important  factors  vitally  affecting  the 
control  were  largely  prescribed  by  Congress  and  tlie  In- 
terstate Commerce  Commission,  by  the  State  Legislatures 
and  the  State  Commission,  and  by  the  various  labor 
organizations. 


And  yet  while  the  public  and  labor  through  all  these 
different  agencies  was  directly  dealing  with  the  problems 
of  railroad  management  there  was  no  basis  for  securing 
common  understanding  by  any  two  of  these  three  in- 
terests. Each  public  agency  worked  by  itself,  without 
reference  to  the  railroad  managements  or  labor  except 
through  the  medium  of  legal  proceedings.  The  labor 
organizations  formulated  their  policies  and  carried  them 
out  without  reference  either  to  the  public  or  to  the  man- 
agements except  in  the  course  of  arm's  length  negotia- 
tions. Each  railroad  management  decided  upon  its  own. 
course  as  well  as  it  could  without  the  cooperation  of  either 
public  representatives  or  labor  representatives.  The 
general  result  was  a  serious  lack  of  understanding  on  the 
part  of  each  of  these  three  interests  as  to  the  point  of 
view  of  the  others. 

While  there  was  so  much  public  regulation  there  was 
no  definiteness  whatever  as  to  the  basis  of  regulation. 
There  was  the  general  idea  that  rates  ought  to  be  enough 
to  enable  the  companies  to  earn  a  fair  return  upon  the 
fair  value,  but  neither  a  fair  return  nor  the  fair  value 
were  subject  of  ascertainment. 

Some  of  the  railroads  were  prosperous  and  showed 
large  earnings  and  large  rates  of  return  upon  their  invest- 
ment and  upon  their  stock,  so  large  in  fact  as  to  be  a  con- 
stant invitation  to  attacks  on  the  part  of  elements  of  the 
public  and  of  political  life  seeking  rate  reductions  and  so 
large  also  as  to  stimulate  discontent  on  the  part  of  rail- 
road labor.  Other  railroads  had  such  poor  returns  that 
they  found  it  impossible  to  raise  the  money  necessary  for 
needed  improvements.  Yet  the  rates  had  to  be  the  same 
and  the  wages  had  to  be  substantially  the  same  on  these 
railroads  so  differently  circumstanced. 

On  account  of  the  great  number  of  different  Railroad 
Companies  it  was  exceedingly  difficult  for  them  to  concur 
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in  any  affirmative  program  either  as  to  rates  or  as  to 
wages,  and  it  has  become  strikingly  noticeable  that  the 
Eailroad  Companies  had  not  succeeded  in  carrying  out  a 
satisfactory  program  for  the  interchange  of  freight  cars. 
In  times  of  car  shortage  it  was  impossible  for  a  Company 
to  get  its  own  cars  back  on  its  line,  and  hence  it  was  un- 
willing to  give  .up  the  cars  of  other  Companies  when  it 
obtained  them,  and  at  times  a  condition  of  practical 
anarchy  existed  in  dealing  with  freight  cars  owned  by 
other  companies. 

The  situation  which  I  have  depicted  was  frequently 
regarded  as  almost  impossible  by  the  railroad  people.  A 
Joint  Congressional  committee,  known  as  the  Newlands 
Committee,  was  appointed  to  study  the  difficulties,  but 
before  it  reported  the  war  conditions  came  and  Federal 
control  began. 

There  was  widespread  pessimism  as  to  the  railroad 
situation.  Expenses  were  increasing  and  it  seemed  im- 
possible to  obtain  increases  in  rates  to  reflect  the  increases 
in  expenses.  While  there  was  much  criticism  of  indi- 
viduals in  public  authority,  I  wish  to  emphasize  that  it  is 
my  opinion  that  it  was  the  system  which  was  at  fault 
and  not  the  public  authoi'ities  who  administered  the  sys- 
tem. I  do  not  believe  any  set  of  men  could  have  been  put 
in  public  office  who  could  have  made  the  system  a  success. 

I  do  not  believe  we  will  ever  obtain  an  effective  solu- 
tion without  removing  the  fundamental  difficulties  which 
I  have  suggested. 

First.  I  believe  that  there  will  not  be  a  prompt  and 
liberal  treatment  of  rate  questions  until  profits  clearly  in 
excess  of  a  fair  return  are  appropriated  in  part  to  the 
public  interest. 

As  an  illustration,  I  have  in  mind  one  important  rail- 
road company  whose  railroad,  even  in  this  difficult  year, 
will  earn  over  140  per  cent,  of  the  standard  return,  and 


this  company  lias  in  tlio  past  paid  liigh  dividends  and  in 
addition  lias  had  a  large  annual  surplus.  When  the  rail- 
read  companies  apply  for  an  increase  in  rates  it  will  in- 
evitably be  urged  that  an  increase  ought  not  to  be  granted 
which  would  still  further  increase  the  large  profits  of  this 
company.  For  example,  an  increase  of  20  per  cent,  in 
the  freight  rates  of  this  company  would  give  it  a  net  oper- 
ating income  more  than  twice  the  standard  return,  assum- 
ing that  it  continued  to  enjoy  the  same  business.  I  have 
no  doubt  that  such  a  prospect  would  stimulate  the  most 
persistent  opposition  to  the  increase,  and  the  result  might 
be  that  an  increase  seriously  needed  by  other  companies 
would  be  defeated  simply  because  the  giving  of  the  in- 
crease would  yield  what  would  be  regarded  as  a  grossly 
excessive  profit  for  this  favored  company.  I  see  no  way 
to  meet  such  a  situation  except  to  provide  for  a  division 
of  the  excess  over  a  clearly  reasonable  return.  Of  course 
enough  of  the  excess  should  be  given  to  the  company  to 
stimulate  efficiency  in  operation,  but  beyond  that  point 
the  fact  that  the  company  would  get  the  excess  would  be 
a  serious  obstruction  to  the  railroads  in  general  getting 
an  increase  to  which  on  the  average  they  might  be  entitled. 
The  excess  thus  appropriated  for  the  public  interest 
should  be  largely  placed  in  reserves  so  as  to  protect  the 
general  railroad  situation  in  unfavorable  years.  Such  a 
course  would  quiet  agitation,  would  stabilize  the  situa- 
tion, and  without  it  I  believe  it  would  be  impossible  to  get 
prompt  and,  liberal  treatment  of  any  rate  increase 
question. 

I  believe  there  must  be  a  definite  standard  by  which 
the  reasonableness  of  the  general  rate  level  can  be 
measured.  In  the  past  there  has  been  no  appreciable 
standard.  Plausible  arguments  could  be  made  against 
any  increase  that  was  sought  under  any  conditions.  The 
rate-making  body  had  to  take  all  the  responsibility  and 
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odium  of  creating  a  standard  as  well  as  applying  it.  In 
my  opinion  Congress  itself  should  establish  a  general  but 
workable  standard  and  leave  to  the  rate-making  body  the 
application  of  this  standard  according  to  the  facts. 

I  do  not  believe  that  there  can  be  successful  regulation 
of  the  railroad  industry  without  a  basis  for  mutual  under- 
standing between  those  representing  the  public,  labor  and 
the  owners  respectively.  In  the  past  there  has  been  no 
basis  for  understanding  except  at  the  end  of  dispute  and 
controversy.  Each  of  the  three  great  interests  has  worked 
to  a  large  extent  entirely  aloof  from  the  otlier  two. 

Yet  the  railroad  enterprise  is  a  great  common  enter- 
prise. It  cannot  be  conducted  without  the  exercise  of  the 
most  vital  public  francliises;  nor  can  it  be  conducted  with- 
out the  participation  of  a  large  body  of  skilled  labor  which 
makes  a  life  career  out  of  railroad  employment ;  nor  can 
it  be  conducted  without  the  physical  property  which  has 
been  created  by  the  investment  of  capital.  We  mak^  a 
grave  mistake  in  assuming  that  the  representatives  of 
capital  can  alone  manage  the  situation.  The  scheme  of 
the  past  has  been  on  that  false  theory  and  the  result  has 
been  that  the  public  has  injected  itself  into  the  manage- 
ment through  all  sorts  of  agencies  and  labor  has  injected 
itself  into  the  management  through  its  own  organizations, 
not  only  through  direct  demands  upon  raili'oad  companies 
but  through  demands  on  Congress  and  on  State  Legisla- 
tures and  public  commissions  for  legislation  and  regiila- 
tions  affecting  management.  We  have  all  three  interests 
participating  in  the  management  in  all  sorts  of  ways,  and 
yet  there  is  no  common  ground  on  which  these  three  ele- 
ments can  meet  and  exchange  views  and  endeavor  to  reacli 
conclusions.  I  believe  the  only  sort  of  management  wliich 
can  be  permanently  effective  is  one  which  provides  for  an 
orderly  participation  at  the  outset  of  all  three  of  these 
interests  instead  of  the  past  scheme  which  leave  each  in- 
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terest  to  pursue  its  own  methods  irrespective  of  the  others 
until  an  eventual  contact  is  established  in  some  form  of 
controversy. 

Tlic  fact  is  that  in  tlio  past  these  two  essential  elements 
of  the  j)ublic  and  of  labor  have  asserted  their  participa- 
tion only  through  some  form  of  controversy.  The  public 
side  of  it  is  asserted  through  hearings  by  legislative  bodies 
or  by  commissions  and  these  hearings  nearly  always  take 
on  a  controversial  aspect  and  the  result  is  that  the  rail- 
road business  is  largely  conducted  through  a  series  of  law 
suits. 

The  labor  side  of  the  matter  generally  manifests  itself 
in  an  even  more  controversial  spirit. 

In  my  opinion  there  must  be  a  form  of  participation 
in  the  management  from  the  outset  which  will  give  each 
interest  to  start  with  an  understanding  of  the  reasonable 
needs  and  expectations  of  the  other  two  interests.  Out  of 
this  community  of  understanding  I  believe  there  will  be 
evolved  a  much  more  successful  disposition  than  will 
otherwise  be  possible. 

But  beyond  the  mere  matter  of  understanding  it  will 
be  of  vast  impoi-tance  to  put  on  the  public  representatives 
and  on  the  labor  representatives  a  direct  sense  of  responsi- 
bility for  the  T'endition  of  the  public  service.  This  cannot 
possibly  satisfactorily  or  completely  arise  out  of  the  old 
system  and  I  do  not  see  how  it  can  be  attained,  except  by 
participation  in  management  which  I  suggest. 

When  Federal  control  began  there  had  come  to  be  a 
vivid  realization  of  the  great  embarrassments  to  which 
a  railroad  company  was  subjected  by  reason  of  having 
to  engage  in  the  paradoxical  practice  of  running  down  its 
credit  in  order  to  sustain  it.  A  railroad  company  could 
not  secure  consideration  for  what  it  regarded  as  a  neces- 
sary rate  increase  without  painting  an  alarming  picture 
of  the  critical  situation  which  confronted  it  unless  it  got 
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a  rate  increase.  This  was  necessary  because  the  rate- 
making  tribunal  had  no  first  hand  information  derived 
from  immediate  contact  and  a  direct  sense  of  responsi- 
bility for  railroad  management.  The  rate-making  body 
approached  the  matter  entirely  in  an  attitude  of  skepti- 
cism. In  order  to  overcome  this  attitude  the  railroad 
company  had  to  stress  all  the  difficulties  of  its  situation, 
and  frequently  was  rebuked  by  the  rate-making  body  for 
discrediting  its  credit  at  the  very  time  it  was  trying  to  im- 
prove it.  Yet  I  believe  this  result  was  inevitable  under 
the  old  system  and  we  will  soon  see  precisely  the  same 
condition  repeated  if  this  feature  of  the  old  system  shall 
remain  in  operation.  The  only  way  to  avoid  it  is  through 
some  radical  reconstruction  of  the  management  which  will 
bring  the  public  representatives  into  a  direct  understand- 
ing and  also  into  a  direct  and  original  responsibility  for 
the  conduct  of  the  business.  Unless  this  can  be  done  I  be- 
lieve it  is  only  a  question  of  time  when  the  remaining 
vestiges  of  private  management  will' come  to  be  recognized 
as  altogether  impracticable. 

I  do  not  believe  that  any  form  of  railroad  operation 
can  permanently  succeed  in  this  countiy  when  conducted 
through  so  many  different  railroad  managements  as  at 
present.  The  public  interest  involved  is  almost  com- 
pletely homogeneous  because  from  one  end  of  the  country 
to  the  other  the  public  wants  adequate  service  and  a  com- 
plete interchange  of  equipment  in  order  to  obtain  that 
service,  and  of  course  enjoys  uniform  rates  regardless  of 
the  railroad  on  which  the  traffic  is  carried.  Tlie  labor 
interest  involved  was  largely  homogeneous  before  the  war 
and  is  almost  completely  so  at  present.  We  cannot  there- 
fore hope  to  succeed  with  a  heterogeneous  lot  of  railroad 
managements,  over  100  in  number,  witli  perhaps  at  least 
50  of  a  dominant  character.  These  numerous  manage- 
ments will  constantly  embarrass  each  other  in  many  ways. 
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The  great  variations  of  prosperity  and  adversity  will  com- 
pletely baffle  people  trying  to  understand  the  real  facts 
as  to  the  needs  of  the  railroads.  I  believe  that  it  will  be 
essential  to  consolidate  the  railroads  through  some  com- 
pulsory process  into  a  few  great  corporations  upon  the 
managements  of  which  the  public  and  labor  will  be  ade- 
quately represented. 

I  know  the  argument  is  urged  that  this  will  be  diffi- 
cult to  accomplish,  but  I  have  not  the  slightest  doubt  that 
It  can  be  accomplished  if  the  public  realizes  the  necessity 
for  it,  and  I  am  convinced  that  it  is  an  absolutely  neces- 
sary step  if  Government  ownership  is  to  be  pennanently 
avoided. 

I  am  also  aware  that  the  suggestion  has  been  made 
that  these  consolidations  should  come  about  gradually 
by  voluntary  action  but  my  observation  of  the  unsatis- 
factory results  of  the  old  scheme  of  public  regulation  and 
private  management  are  that  this  situation  will  not  wait 
for  a  gradual  process  of  voluntary  consolidation.  I  be- 
lieve that  either  this  matter  must  be  dealt  with  in  a  com- 
prehensive and  effective  compulsory  way  or  that  any 
scheme  of  legislation  adopted  will  prove  itself  a  disap- 
pointment and  a  failure  long  before  voluntary  consolida- 
tions can  be  worked  out. 

To  recapitulate  my  views  on  a  permanent  solution 
of  the  railroad  problem,  I  believe  that  there  must  be 
fundamental  changes  which  will  consolidate  the  railroads 
into  a  few  great  systems.  I  believe  that  the  public  and 
labor,  as  well  as  capital,  must  be  represented  upon  the 
managements  of  these  systems.  I  believe  that  a  definite 
standard  for  rates  must  be  established  and  that  eai'nings 
clearly  in  excess  of  a  reasonable  return  must  be  divided 
and  must  go  largely  to  providing  adequate  reserves  to 
take  care  of  years  of  depression  and  at  the  same  time 
enough  of  the  excess  must  be  left  with  the  company  earn- 
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ing  it  to  provide  adequate  stimulus  for  efficiency.  In  my 
opinion,  if  any  eifort  be  made  to  return  the  railorads  to 
private  control  without  the  fundamental  reconstruction 
which  I  advise,  the  result  will  be  progressively  disap- 
pointing, and  in  a  few  years  the  dissatisfaction  of  the 
public  will  manifest  itself  through  an  insistent  demand 
for  a  radically  different  plan  which  is  not  likely  then  to 
stop  short  of  outright  Government  ownership. 

The  argument  has  been  urged  in  response  to  such  fun- 
damental changes  that  we  ought  not  to  adopt  an  untried 
system  but  ought  to  retain  the  system  of  the  past  with 
which  we  are  familiar,  but  it  is  the  very  fact  of  our  famil- 
iarity with  the  system  of  the  past  which  compels  me  to 
believe  that  there  must  be  complete  departure  from  that 
system.  I  believe  our  past  expei'ience  has  demonstrated 
that  the  old  system  will  not  succeed.  It  certainly  is  a 
poor  argument  to  insist  that  we  should  adhere  to  a  fail- 
ure as  a  permanent  policy,  simply  because  we  are  famil- 
iar with  it. 

Turning  to  another  highly  important  aspect  of  this 
general  problem,  I  wish  to  point  out  the  unusual  difficul- 
ties which  attend  the  immediate  establishment  of  any 
plan  of  private  management  with  adequate  credit  to  pro- 
vide the  necessary  capital  needed  for  railroad  develop- 
ment. These  obstacles  are  not  only  embarrassing  to  rail- 
road credit,  but  they  also  involve  serious  elements  of 
injury  to  the  public  transportation  service. 

I  believe  there  will  be  general  agreement  that  this  is 
one  of  the  most  difficult  financial  periods  in  the  history 
of  the  country  or  the  world.  Obviously  it  will  be  more 
difficult  to  establish  satisfactorily,  the  credit  of  a  large 
number  of  railroad  companies  at  the  present  moment 
than  it  would  be  to  do  this  at  a  later  date,  when  financial 
conditions  generally  have  become  better  stabilized. 
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Railroad  credit  is  dependent,  of  course,  upon  the  con- 
clusions which  the  investing  public  reach  as  to  the  earn- 
ing capacity  of  the  railroads.  Necessarily  these  conclu- 
sions must  be  based  upon  past  experience.  The  war 
and  the  conditions  of  unrest  growing  out  of  the  war,  have 
created  conditions  which  greatly  impair  the  value  of  re- 
cent experience  in  railroad  operations  as  a  basis  for 
forming  conclusions  as  to  actual  earning  capacity.  No 
one  would  seriously  contend  that  the  year  1918  furnished 
a  satisfactory  basis  for  concluding  what  the  railroads 
could  eai'u  on  the  basis  of  a  given  rate  level,  but  as  a  mat- 
ter of  fact  the  year  1919  is  going  to  be  equally  unreliable, 
and  probably  more  so.  In  the  first  six  months  of  1919 
there  was  a  sudden,  abnormally  heavy,  and  abnormally 
prolonged  slump  in  freight  traflic,  at  a  time  when  the  rail- 
road operating  machinery  was  just  being  readjusted 
from  the  war  basis.  The  heavy  deficits  incurred  during 
the  first  six  months  were  due  largely,  if  not  almost 
wholly,  to  this  condition.  The  next  four  months,  from 
July  to  Octobei",  1919  repi-esented  fairly  normal  condi- 
tions of  reasonably  heavy  business,  and  in  those  months 
under  unified  operation  the  results  were  such  that  a  very 
small  increase  in  rates  would  have  avoided  any  deficit. 
The  mouths  of  November  and  December  will  be  useless 
for  comparative  purposes  because  they  will  be  exceed- 
ingly costly  by  reason  of  the  coal  strike  which  created  an 
industrial  condition  unprecedented  in  this  country  and 
which  imposed  enormous  unavoidable  costs  on  railroad 
operation. 

With  such  conditions,  it  is  evident  that  those  opposed 
to  rate  increases  can  find  innumerable  plausible  argu- 
ments in  favor  of  small  increases  and  those  in  favor  of 
large  increases  can  support  them  by  correspondingly 
numerous  and  plausible  arguments.  It  is  also  evident 
that  railroad  investors  will  view  with  alarm  the  heavy 
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deficits  of  the  past  and  probably  will  not  be  reassured 
without  substantial  increases.  There  probably  could  not 
be  a  more  difficult  time  in  which  to  readjust  rates  so  as 
to  reassure  the  railroad  investor  and  at  the  same  time 
reasonably  protect  the  public. 

By  reason  of  this  condition,  the  public  interest  is 
confronted  with  a  serious  dilemma.  How  can  it  at  the 
present  moment  make  rates  high  enough  to  constitute 
adequate  reassurance  to  railroad  credit  without  at  the 
same  time  making  them  much  higher  than  would  likely 
turn  out  to  be  necessary  if  the  period  of  readjustment 
could  be  postponed  until  a  time  of  more  stable  condi- 
tions. Undoubtedly  if  the  policy  be  adopted  of  establish- 
ing independent  railroad  credit  instantly  at  all  hazards 
it  would  be  only  logical  to  make  the  rate  increases  large 
enough  to  do  so. 

There  may  easily  arise  out  of  these  perplexities  a  situ- 
ation which  will  fall  short  of  what  the  railroad  investor 
has  been  led  to  expect,  and  which  consequently  will  not 
stimulate  sufficient  confidence  in  railroad  credit. 

On  one  point  I  believe  there  must  be  agreement,  and 
that  is  that  any  rate  increase  which  will  at  all  establish 
an  adequate  credit  for  the  various  railroad  companies 
operating  independently  on  their  own  responsibility  must 
be  substantially  greater  than  a  rate  increase  which 
would  protect  the  situation  temporarily  if  unified  control 
were  continued  until  more  stable  conditions  appear. 
This  means  that  the  public  must  pay  a  very  substantial 
price  in  an  additional  increase  in  rates  for  the  privilege 
of  the  immediate  resumption  of  private  management. 

Again  it  is  clear  that  it  will  not  be  possible  for  the 
Railroad  Companies  to  make  satisfactory  financial  plans 
on  the  basis  of  the  legislation  now  in  prospect  in  time 
to  commit  themselves  definitely  to  large  orders  for  nec- 
essary equipment,  so  as  to  meet  the  heavy  requirements 
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of  next  fall.  For  months  I  have  been  pointing  out  that 
undei-  existing  conditions  the  Railroad  Administration 
could  not  order  and  agree  to  pay  for  this  equipment,  and 
that  therefore  it  could  only  be  provided  soon  enough  by 
immediately  enabling  the  railroad  companies  to  do  so,  so 
the  prospects  for  getting  it  in  time  for  next  fall  have 
largely  disappeared.  I  believe  it  will  be  generally  con- 
ceded that  under  Federal  control  the  unification  of  con- 
trol has  made  the  existing  equipment  go  further  and  pro- 
duce a  greater  volume  of  transportation  than  would  be 
possible  under  the  old  form  of  private  managements.  If, 
therefore,  private  management  is  resumed  at  a  time  when 
it  will  be  impossible  to  secure  the  additional  equipment 
necessary  to  admit  of  the  numerous  private  managements 
giving  a  corresponding  total  of  transportation  service,  it 
is  evident  that  the  public  will  pay  an  additional  price 
through  increased  shortages  in  transportation  in  the  next 
period  of  heavy  business. 

When  I  appeared  before  the  Senate  Committee  on  In- 
terstate Commerce,  last  February,  I  pointed  out  the  dif- 
ficulties in  the  way  of  a  transfer  back  to  private  manage- 
ment during  the  period  of  readjustment  and  expressed 
the  opinion  that  the  public  would  be  better  served,  and 
with  less  cost,  and  railroad  investors  would  be  better  pro- 
tected, to  continue  the  present  Federal  operation  long 
enough  to  tide  over  the  readjustment  period  and  also  to 
admit  of  legislation  with  greater  deliberation  after  the 
beginning  of  the  next  presidential  term.  The  Congress, 
however,  has  from  the  time  of  the  first  proposal  of  this 
plan  appeared  to  be  adverse  to  any  procedure  other  than 
the  adoption  at  the  earliest  possible  moment  of  general 
legislation  and  the  turning  back  of  the  railroads  to  pri- 
vate management  under  such  legislation.  Since  it  would 
be  out  of  the  question  for  Federal  control  to  be  success- 
ful without  the  support  of  Congress,  the  necessary  steps 
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have  been  taken  in  accordance  with  the  sentiment  and 
purpose  of  Congress  for  the  turning  back  of  the  railroads 
on  March  1st. 

In  this  connection  let  me  say  that  despite  the  Avide- 
spread  fashion  of  criticising  Federal  control  of  railroads 
and  attributing  to  it  practically  every  condition  that  grew 
out  of  the  war,  my  deliberate  judgment  is  that  Federal 
control  has  rendered  some  very  important  public  services 
which  far  outweigh  any  defects  with  which  it  may  be 
chargeable.  For  one  thing,  it  protected  railroad  credit 
through  a  period  of  most  critical  financial  diflftciilty. 
When  we  consider  on  the  one  hand  the  precarious  situa- 
tion of  public  utilities  in  many  parts  of  the  country,^nd 
on  the  other  hand  the  results  which  the  railroad  proper- 
ties have  enjoyed  during  Federal  control,  it  must  be  clear 
that  a  highly  imi)ortant  service  has  been  rendered  in  the 
protection  of  investment  in  i*ailroad  property  and  of  the 
due  returns  therefrom.  Equally  important  results  have 
been  obtained  from  the  standpoint  of  the  general  public 
In  a  time  of  great  difficulty  and  with  an  amount  of  equip- 
ment which  was  inadequate  even  before  Federal  control 
began,  the  unified  operation  of  the  railroads  has  produced 
a  total  transportation  service  greater  than  ever  before 
in  the  history  of  the  country  and  has  done  it  with  far  less 
congestion  and  delay  than  was  characteristic  of  condi- 
tions of  heavy  business  under  private  control.  Generally 
speaking,  the  period  of  heaviest  business  is  in  the  fall 
months.  In  these  months  both  in  1918  and  in  1919  the 
business  was  heavier  than  in  any  corresponding  periods 
prior  to  the  war.  A  greater  volume  of  traffic  was  moved 
and  with  far  less  congestion  than  Avas  characteristic  of  the 
conditions  of  private  management.  I  know  on  several 
occasions  in  the  fall  months  prior  to  Federal  control  the 
state  of  traffic  congestion  in  some  parts  of  the  country 
reached  such  a  state  as  to  constitute  a  transportation 
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crisis,  but  these  conditions  were  obviated  through  the  use 
of  the  opportunities  whicli  canie  from  unified  control.  I 
attribute  tlic  acliievement  entirely  to  the  opportunities 
which  unified  control  gave  and  not  to  any  superior  wis- 
dom which  I  claim  was  possessed  by  the  Railroad  Admin- 
istration. 

I  want  to  emphasize  the  point  that  the  railroads  were 
placed  under  Government  conti'ol  during  the  war  and 
that  the  predominant  motive  during  the  war  was  the 
prompt  movement  of  troops  and  war  supplies.  From 
January  1,  1918,  to  November  1,  1919  there  were 
13,446,859  soldiers,  sailors  and  marines  moved  on  the 
railroads  in  the  United  States,  and  this  was  equivalent 
to  transporting  one  passenger  5,917,658,719  miles  thus 
necessitating  the  use  of  213,749  railroad  coaches  and 
Pullmans  and  the  movement  of  over  18,000  special  trains. 
The  civilian  inconveniences  which  have  been  dwelt  upon 
so  consistently  resulted  in  a  very  large  measure  from  the 
primacy  which  had  to  be  given  to  this  war  object. 

The  fact  that  there  has  been  a  deficit  from  railroad 
operations  under  Federal  control  has  been  regarded  by 
many  as  conclusive  evidence  of  the  necessity  for  a  pre- 
cipitate return  to  private  control,  but  the  fact  is  that  the 
deficit  has  not  been  due  to  excessive  costs.  The  costs  have 
not  been  relatively  greater  than  in  other  lines  of  enter- 
prise. The  real  reason  for  the  deficit  is  due  to  the  fact 
that  the  prices  charged  for  railroad  transportation  have 
not  been  increased  in  keeping  with  the  increases  in  prices 
of  commodities.  For  the  first  six  months  of  Federal  con- 
trol there  was  no  increase  initiated  by  the  Director  Gen- 
eral in  the  rates  of  transportation.  If  the  increases  in 
rates  which  were  put  into  effect  by  him  in  the  latter  part 
of  June,  1918,  had  been  put  into  effect  on  January  1, 
1918,  at  the  very  beginning  of  Federal  control,  the  Class 
One    railroads    would    have   shown    a    profit   of    about 


18 


$14,000,000  at  the  end  of  October,  1919,  at  the  expiration 
of  twenty-two. months  of  Federal  control,  instead  of  a 
deficit  of  nearly  |500,000,000.  In  other  words,  the  deficit 
can  fairly  be  said  to  have  been  due  to  the  fact  that  the 
increase  in  rates  was  necessarily  deferred  six  months. 
The  entire  deficit  for  the  period  from  Januai-y,  1918,  to 
October,  1919,  both  inclusive,  for  Class  One  railroads  and 
large  terminal  companies  in  Federal  operation  was 
$480,000,000,  but  if  the  rate  increases  made  in  June,  1918, 
had  been  effective  January  1st,  1918,  from  which  time,  of 
course,  the  increased  expenses  were  largely  effective,  the 
additional  revenue  without  any  increase  in  operating  ex- 
penses would  have  been  |494,000,000,  thus  more  than  off- 
setting the  deficit  and  leaving  a  profit  of  |14,000,000. 

If  the  Eailroad  Administration  had  increased  its  rates 
fifty  or  sixty  per  cent.,  which  was  less  than  the  increase 
in  prices  by  private  industries  throughout  the  country, 
and  which  by  the  way  appears  to  be  in  line  with  the  in- 
creases in  rates  now  being  proposed  for  railroads  in  Eng- 
land and  in  other  European  countries,  handsome  profits 
would  have  been  shown  instead  of  a  deficit. 

The  indications  are  that  despite  all  the  increases  in 
cost  which  have  been  incurred  by  the  Railroad  Adminis- 
tration, a  continuance  of  unified  control  could  be  made 
self-supporting  upon  a  very  small  increase  in  rates, 
whereas  a  return  to  private  management  with  tlie  neces- 
sity of  establishing  the  credit  of  a  great  number  of  inde- 
pendent railroad  companies  would  undoubtedly  call  for 
a  much  greater  increase  in  rates,  if  the  railroad  credit 
is  in  fact  to  be  successfully  established. 

While  on  the  subject  of  results  of  the  Railroad  Admin- 
istration, I  wish  to  correct  the  radically  erroneous  impres- 
sion as  to  the  treatment  of  labor.  The  increase  in  the 
rates  of  pay  to  railroad  labor  have  by  no  means  been  out 
of  line  with  the  increases  to  labor  in  private  enterprises. 
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and  in  both  instances  the  increases  have  been  due  to  the 
conditions  created  by  the  war.  It  is  a  curious  illustra- 
tion of  the  aberration  of  the  times  that  the  increase  in 
wages  made  by  the  Eailroad  Administration  is  regarded 
as  a  proof  of  politics  and  inefficiency,  while  an  even 
greater  increase  in  some  of  the  important  industrial  enter- 
prises of  the  country  is  regarded  as  a  perfectly  natural 
response  to  business  necessities. 

Special  stress  has  been  laid  by  some  of  the  critics  of 
the  Railroad  Administration  upon  the  increase  in  the 
number  of  employes.  This  increase  is  principally  ac- 
counted for  by  the  establishment  of  the  eight-hour  day 
and  involves  no  increase  in  the  number  of  hours  of  labor 
paid  for.  Obviously  if  80  hours  of  labor  are  to  be  done 
10  employes  will  be  required  on  the  basis  of  an  eight-hour 
day  as  compared  with  only  8  on  the  basis  of  a  ten-hour 
day,  and  yet  only  80  hours  will  be  paid  for  in  either  case. 
To  a  considerable  extent  it  is  undoubtedly  true  that  the 
larger  number  of  employes  has  been  due  to  the  loss  of  ex- 
perienced employes  on  account  of  the  war  and  to  the 
exceptional  turn-over  of  employes  which  has  been  a 
natural  characteristic  of  the  industrial  change  and  un- 
rest. In  these  respects  the  Railroad  Administration  does 
not  differ  from  other  industrial  enterprises.  It  is  im- 
portant to  bear  in  mind  that  the  number  of  hours  of  work 
paid  for  is  in  the  control  of  the  experienced  railroad 
officers  as  far  as  it  can  be  controlled  in  view  of  general 
industrial  conditions.  Tlie  Central  Administration  is 
constantly  checking  up  this  situation  and  bringing  to  the 
attention  of  local  officers  any  cases  which  arise  and  which 
indicate  the  payment  for  unnecessary  hours  of  work.  The 
influence  of  the  Central  Administration  therefore  is  con- 
sistently exercised  in  favor  of  a  reduction  in  the  hours 
of  work  paid  for  rather  than  in  favor  of  an  increase  in  the 
hours  of  work  paid  for. 
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Let  me  at  this  point  digress  to  say  that  there  has  never 
been  any  selection  of  either  officers  or  employes  in  the 
Railroad  Administration  for  political  reasons,  and  that 
the  assumption  which  is  sometimes  indulged  that  Govern- 
mental activities  create  unnecessary  positions  for  political 
reasons  is  absolutely  without  any  foundation  as  far  as  the 
Railroad  Administration  is  concerned.  I  do  not  believe 
there  is  a  single  officer  of  the  Railroad  Administration 
who  has  sought  his  position.  It  is  strikingly  an  institu- 
tion where  the  office  has  sought  the  man.  There  has 
never  been  any  inquiry  into  the  politics  of  an  officer,  and 
as  a  rule  I  am  not  advised  as  to  the  politics  of  the  mem- 
bers of  my  staff  or  their  subordinates  or  as  to  the  politics 
of  the  officers  on  the  various  railroads  or  their  sub- 
ordinates. Let  me  emphasize  also  that  throughout 
Federal  control,  railroad  operation  has  been  in  the  hands 
of  skilled  railroad  officers  who  have  spent  their  lives  in 
railroad  service,  and,  generally  speaking,  has  been  in  the 
hands  of  the  very  same  officers  who  conducted  the  same 
operations  prior  to  Federal  control  and  will  continue  to 
conduct  them  after  Federal  control. 

Returning  to  the  results  of  railroad  operation  under 
Federal  control,  let  me  emphasize  that  the  striking 
respect  in  which  piivate  enterprise  has  been  more  effect- 
ive than  the  Railroad  Administration  is  that  the  private 
enterprise  has  been  so  much  more  efficient  in  raising  the 
prices  which  have  been  imposed  upon  the  public,  while  the 
Railroad  Administration  has  endeavored  to  protect  the 
public  and  the  business  of  the  country  from  any  unneces- 
sary increase  in  the  level  of  the  railroad  rate  structure. 
Conditions  in  the  early  part  of  1919  were  so  abnormal 
and  unprecedented  as  to  preclude  any  satisfactory  and 
reliable  readjustment  of  rates.  It  is  thoroughly  appre- 
ciated that  the  unfavorable  return  in  the  early  months 
of  1919  was  very  largely  if  not  almost  wholly  due  to  the 
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abnoimal  slump  in  business.  If  an  increase  had  then  been 
made  to  produce  tlie  profits  on  the  abnormally  small  busi- 
ness, I  am  satisfied  the  step  would  have  been  exceedingly 
unjust  to  the  public.  The  result  in  the  fairly  normal 
montlis  of  July  to  October  clearly  justified  this  prudent 
policy  because  they  indicated  that  in  any  nonnal  volume 
of  business  the  rate  increase  necessary  under  unified  con- 
trol would  have  been  very  much  less  than  was  indicated 
by  the  abnormal  months  preceding.  The  entire  increase 
in  rates  since  1914  has  been  on  an  average  for  the 
counti-y  only  about  33  per  cent.  In  that  time  the  increase 
in  prices  of  the  articles  transported  has  varied  from  60 
per  cent,  and  80  per  cent,  up  to  150  per  cent. 

Let  me  in  conclusion  again  I'eraind  you  of  the  condi- 
tions which  prevailed  in  1917.  We  get  no  clearer  or  more 
striking  picture  of  these  conditions  than  that  which  was 
presented  by  the  Executives  of  the  Eastern  railroads  to 
the  Interstate  Commerce  .Commission  in  the  late  fall  of 
1917  in  behalf  of  the  effort  then  made  to  secure  an  in- 
crease in  rates.  The  conditions  were  then  summed  up 
on  behalf  of  the  railroad  interests  as  follows : 

(a)  Continuous  increases  in  the  cost  of  labor,  fuel, 
supplies,  taxes  and  of  obtaining  new  capital ; 

(&)  Inability  to  secure  and  retain  efficient  labor; 

(c)  Curtailment  of  maintenance  expenses,  which  cur- 
tailment is  due  in  part  to  inability  to  secure  necessary 
labor  and  materials; 

(d)  Decrease  in  net  operating  income,  notwithstand- 
ing large  increase  in  operating  revenues,  in  property  in- 
vestment, in  carload  and  in  trainload; 

(e)  Eeduction  in  surplus  with  consequent  effect  upon 
the  credit  of  the  carriers; 

(/)  Inability  to  secure  new  capital  by  the  issue  of 
stock,  with  the  consequent  weakening  effect  upon  the 
financial  structure ; 
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(g)  Inability  to  provide  improvements  and  facilities, 
not  only  essential  for  the  traffic  of  to-day,  but  equally 
essential  for  the  traffic  of  the  future. 

Let  us  not  forget  that  conditions  of  this  character 
were  the  outgrowth  of  the  imperfect  system  of  manage- 
ment and  regulation  which  existed  at  that  time,  and  let 
us  take  the  lesson  to  heart  in  considering  whether  there 
must  not  be  a  fundamental  reconstruction  of  the  scheme 
of  management  and  regulation  if  any  of  the  useful  fea- 
tures of  private  control  are  to  be  re-established  with  any 
reasonable  hope  of  their  being  permanently  successful. 
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FOLIX)WINQ    IS    THE    FUIiL    STATEMENT    BY    ROBERT    W. 

WooLLEY,  Member  op  the  Interstate  Commerce 
Commission,  on  the  Railroad  and  Related  Prob- 
lems, Prepared  for  Publicaiion  in  the  New  York 
Herald  of  January  12, 1920. 

RETURN  OF  RAILROADS  MEANS  HIGHER  COST 
OF  LIVING. 

When  the  President  issued  his  order  returning  the 
railroads  to  private  control  on  March  1  in  my  opinion  he 
served  notice  on  Congress  to  the  effect  that  it  would  have 
not  only  to  act  promptly,  but  assume  responsibility  to 
tlie  people.  Last  May  he  indicated  to  Congress  that  the 
present  aiTangement,  speaking  generally,  was  a  mere 
rope  of  sand;  that  it  was  possible  for  the  Director  Gen- 
eral to  maintain  only  a  semblance  of  morale  in  his 
organization  with  the  tenure  of  Federal  control  so  un- 
certain, and  that  unless  Congress  enacted  legislation 
better  adapted  tlian  the  Federal  control  act  to  effective 
administration  during  the  delicate  reconstruction  period 
he  would  exercise  the  option  vested  in  him  and  return  the 
roads  on  January  1. 

We  all  know  that  Congress  failed  to  function  on 
schedule,  that  it  would  have  been  disastrous  to  the  assets 
of  the  roads  themselves,  and  incidentally  to  the  whole 
financial  situation,  if  the  return  had  been  made  without 
adecinate  new  legislation.  If  the  President  had  merely 
said  lie  would  postpone  the  date  of  return  until  March  1 
Congress  might  have  become  even  more  easy-going.  So, 
as  a  practical  matter,  it  was  necessary  to  shift  the  respon- 
sibility. 

But  this  does  not  alter  the  situation  economically  at 
all  in  these  perilous  days.    As  a  matter  of  fact,  it  isn't 
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accurate  even  to  speak  of  them  as  the  reconstruction 
period,  because  that  cannot  begin  until  the  peace  treaty 
has  been  ratified.  What  the  American  people  are  really 
confronted  with  and  what  Congress  is  really  dealing 
with,  though  some  of  its  leaders  seem  not  to  recognize  the 
fact,  is,  first,  the  danger  of  still  higher  cost  of  living ;  and 
second,  the  danger  of  further  labor  troubles  and  greater 
economic  unrest.  In  formulating  from  the  essence  of 
two  manifestly  bad  bills  a  measure  for  the  permanent 
return  of  the  railroads  now  to  private  control  and  opera- 
tion, no  matter  how  desirable  such  return  may  eventually 
be.  Congress  to  my  mind  is  doing  the  one  thing  that  in- 
evitably means  higher  prices  and  early  comfort  for  the 
socialists.  Why  lash  the  radicals  and  at  the  same  time 
play  into  their  hands? 

The  railroad  executives  are  prepared  to  file  applica- 
tion for  a  general  increase  in  freight  rates.  For  months 
their  press  bureau  has  been  trying  to  lull  the  people 
into  the  belief  that  this  increase  will  prove  a  benefit 
lather  than  a  hardship  and  a  peril. 

I  am  informed  that  the  measure  of  the  increase  will 
have  to  be  at  least  25  per  cent.  A  few  days  ago,  an 
official  of  one  of  the  leading  New  England  lines  stated 
that  the  increase  in  New  England  would  have  to  be  as 
much  as  39  per  cent.  Based  upon  1918  freight  receipts,  a 
25  per  cent,  increase  would  mean  |875,000,000  additional 
which  the  shippers  would  have  to  pay  annually.  But  the 
shipper  passes  this  along  to  the  consumer  or  back  to  the 
producer  of  the  raw  material  who  has  to  stand  the  cost 
of  transportation  to  the  primary  market.  He  so  states 
frankly  in  the  cases  which  come  before  the  Interstate 
Commerce  Commission.    He  makes  no  bones  of  it. 

The  consumer  catches  an  increase  in  freight  rates  in 
the  shape  of  an  accumulation  of  increases.  He  is  bound 
to  because  he  is  at  the  mercy  of  the  manufacturer,  the 
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wholesaler,  tlie  retailer,  and  generally  the  commission 
man,  as  to  each  single  material  that  enters  into  a  finished 
article,  and  then  as  to  the  article  itself.  Director  Gen- 
eral nines  stated  at  St.  Louis  last  Jnne  that  the  ratio 
was  tive-fold.  In  other  words,  he  said  that  if  rates  were 
increased  |!;U)0,()00,000  the  consumer  would  pay  to  the 
extent  of  ?1,500,000,000.  An  $875,000,000  increase  in 
freight  rates  would  mean  $4,375,000,000  the  consumer 
would  pay.  This  would  have  an  imme<liate  effect  of 
increasing  the  living  cost  of  families  of  five  by  something 
like  f  215  per  annum. 

That  fact  alone  is  troublesome  and  bodes  ill  enough, 
but  with  the  return  of  the  railroads  to  private  control 
the  Goverament  releases  the  only  peg  it  has  for  holding 
in  place  at  least  one  end  of  the  so-called  vicious  triangle, 
viz. :  the  three  principal  elements  in  the  cost  of  manufac- 
tured articles — labor,  raw  material,  and  transportation. 
Possibly  in  six  months,  surely  within  twelve  months,  the 
railroads  would  come  back  to  the  Interstate  Commerce 
Commission  for  another  increase  in  freight  rates  with 
just  as  good  a  case  as  they  will  make  on  March  1.  Where 
would  it  all  eud?  With  finances  of  the  world  topsy- 
turvy, with  everything  in  the  flux,  who  could  call  a 
halt? 

Why  should  this  be  necessary  when  the  President 
stated  only  a  few  months  ago  that  an  increase  in  freight 
I'ates  at  this  time  would  not  be  in  the  public  interest, 
Director  General  Hines  has  said  several  times  recently 
that  probably  no  increase  will  be  necessary  if  the  roads 
are  retained  uuder  Federal  control?  In  his  address 
before  the  Bar  Association  of  the  City  of  New  York  on 
January  7th  he  indicated  that  if  a  further  increase  should 
be  found  necessary  under  the  present  arrangement  it 
would  be  small  indeed  compai-ed  with  what  would  be 
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inevitable  upon  the  return  of  the  roads  to  their  owners. 
But  that  could  come  later  on.  For  the  time  being,  as  the 
President  has  suggested,  whatever  might  be  necessary  to 
make  up  the  full  standard  return  could  be  paid  out  of 
the  public  treasury.  In  this  way  the  people  would  be 
taxed  once,  whereas  through  an  increase  in  freight  rates 
they  w^ould  be  taxed  possibly  five  times.  It  seems  to  me 
the  choice  we  should  make  is  so  obvious  as  not  to  be  even 
debatable. 

Only  a  few  days  ago,  the  vice  president  of  one  of  the 
principal  railroads  in  the  country  walked  into  my  ofSce 
and  introduced  himself  to  me.  He  said  that  he  was 
opposed  to  Government  ownership  of  I'ailroads,  and  that 
he  thought  the  one  way  to  prevent  Government  ownership 
by  January  1,  1921,  was  for  Federal  control  to  continue 
until  we  are  well  over  the  shoals  of  I'econstruction.  He 
cited  the  fact  that  with  little  or  no  increase  in  passen- 
ger equipment  the  railroads  were  handling  something 
over  20  per  cent,  more  passengers  than  ever  before,  that 
with  only  a  moderate  increase  in  freight  equipment,  in- 
cluding locomotives,  an  enormously  increased  freight 
traffic  was  being  efficiently  handled,  and  gave  as  an  in- 
stance, that  whereas  on  October  1,  1917,  the  freight  car 
shortage  had  been  147,000  cars,  it  was  only  about  57,000 
in  October,  1919.  He  said  he  could  foresee  a  car  short- 
age and  a  breakdown  in  seiTice  that  might  cause  people 
to  rise  up  and  demand  Government  ownership  forthwith. 

It  is  due,  of  course,  largely  to  the  elimination  of  waste 
in  handling  cars.  Today  a  car  is  at  home  no  matter 
where  it  is,  and  does  not  actually  have  to  move  except 
in  response  to  traffic  demands.  But  under  private 
control  when  a  car  had  discharged  its  load,  it  was 
started  back  to  the  home  line.  Of  course,  it  was  loaded 
if  possible,  but  it  went  empty  if  there  was  no  freight  to 
put  into  it.     Great  Britain  saw  the  folly  of  this  sort  of 
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tiling  during  the  war,  and  by  proper  regulation  of  the 
moving  of  cars  of  coal  alone  eliminated  700,000,000  ton 
miles  per  annum,  on  a  total  track  mileage  of  something 
like  26,000  miles.  Consider  that  our  rail  mileage  is  some- 
thing like  257,000  miles,  and  you  can  see  what  eliminat- 
ing waste  haulage  means. 

The  United  States  has  invested  approximately 
15,000,000,000  in  a  merchant  marine.  The  competitive 
markets  of  the  world  lie  fallow  before  us.  For  a  short 
time  it  may  be  possible  for  us  to  command  practically 
our  own  prices  for  many  commodities.  But  in  a  few  years 
Europe  will  be  on  her  feet.  Though  today  labor  costs 
there  have  increased  greatly,  payment  is  being  made  in 
money  which  has  depreciated  far  more  than  the  Amer- 
ican dollar  when  submitted  to  the  acid  test  of  inter- 
national exchange.  European  production  costs  are 
cheaper  and  will  be  cheaper  than  ours.  If  we  further  in- 
crease production  costs  so  that  we  cannot  sell  against 
Europe  in  the  competitive  markets  of  South  America, 
Asia  and  the  Orient,  what  is  to  become  of  our  |5,000,000,- 
000  merchant  marine?  What  is  to  become  of  the  United 
States'  productive  capacity  beyond  that  required  to  fill 
our  own  needs?  Before  the  European  war  began  the 
Secretary  of  Commerce  said  we  required  a  foreign  outlet 
for  three-eighths  of  all  that  we  produced.  If  production 
costs  again  soar,  it  does  not  take  a  Solomon  to  prophesy 
that  our  merchant  marine  will  either  have  to  be  sold  to 
some  Government  which  can  operate  it  at  a  profit,  or  it 
may  be  tied  up  in  our  harbors  to  rust  and  decay,  and  our 
surplus  producing  capacity  will  soon  become  scrap.  What 
do  those  who  think  they  can  see  some  temporary  selfish 
advantage  to  be  secured  by  the  prompt  return  of  the 
roads  to  private  operation  imagine  would  happen  in  this 
country?  Would  there  not  be  unrest  in  all  classes? 
Would  it  be  confined  to  labor  alone? 
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Let  me  correct  an  impression  as  to  just  what  is  occur- 
ing  under  Federal  control.  The  so-called  standard  re- 
turn is  the  average  net  operating  income  for  the  railroads 
taken  over  by  the  Government  in  the  three  fiscal  years 
ending  June  30,  1917.  In  two  of  these  years  this  income 
was  around  the  billion  dollar  mark,  but  in  one  of  them — 
1915— it  was  $727,000,000.  Only  twice  before  in  the  his- 
tory of  our  railroads,  in  1910  and  1913,  has  the  net  operat- 
ing income  for  one  year  exceeded  the  $800,000,00  mark. 
In  1918,  under  Federal  control,  the  operating  income  was 
1728,000,000— a  million  more  than  in  1915,  the  first  of 
the  three  years  used  in  the  standard  return,  and  |23,- 
000,000  more  than  it  was  in  1914.  With  the  exception  of 
six  years  prior  to  1916,  it  was  higher  under  Federal  con- 
trol in  1918  than  it  ever  had  been  in  the  history  of  our 
lailroads.  Yet,  one  reads  of  operating  deficits.  There 
is  no  deficit.  With  the  prices  of  materials  soaring  and 
necessitating  an  expenditure  for  maintenance  of  $1,741,- 
483,895,  or  $777,247,093  more  than  the  average  annual 
expenditure  for  maintenance  of  the  same  properties  in 
the  test  period  under  private  control — for  the  first  ten 
months  of  1919  the  Government's  expenditures  for  main- 
tenance exceeded  those  of  the  test  period  average  by 
100.4  per  cent., — with  a  wage  increase  covering  12  months 
and  a  25  per  cent,  rate  increase  covering  6  months,  the 
Government  simply  failed  to  earn  in  1918  within  some- 
thing over  $200,000,000  of  a  generously  guaranteed  rental 
based  on  the  returns  for  one  normal  year  and  two  miracle 
years.  These  are  facts  the  importance  of  which  cannot 
be  over-emphasized  in  light  of  the  charge  so  recklessly 
and  freely  made  by  the  railroad  executives  that  the  car- 
riers are  headed  for  bankruptcy  under  Federal  control. 
In  1908,  the  net  operating  income  was  $115,000,000  less 
than  it  was  in  1907;  in  1914  it  was  $125,000,000  less  than 
in  1913,  and  this  under  private  control.     Nobody  heard 


29 


of  operating  deficits  in  those  days.  Inasmuch  as  thepe 
shrinkages  happened  under  private  control,  they  were  due 
to  economic  reasons  and  not  to  mismanagement. 

What  kind  of  economic  conditions  did  we  have  in  1918 
and  the  first  six  months  of  1919?    Railroad  labor  re- 
ceived smaller  average  increases  by  nearly  50  per  cent, 
than  the  labor  of  the  U.  S.  Steel  Corporation,  for  in- 
stance, received  in  the  same  period,  but  an  enormous  in- 
crease by  a  private  industry  was  good  business  whereas 
only  a  substantial  one  by  the  Director  General  was  a  sur- 
render to  labor.     Why  doesn't  the  man  who  wishes  to 
discuss  intelligently  this  subject  of  labor  increases  read 
the  testimony  of  President  Rea,  of  the  Pennsylvania, 
and  President  Underwood,  of  the  Erie,  before  the  Inter- 
state Commerce  Commission  in  the  fifteen  per  cent,  case 
in  October  and  November,  1917,  and  learn  what  they  said 
the  railroads  would  have  to  pay  under  continued  private 
control,  in  order  to  retain  labor,  and  how  many  rate 
increases  might  be  necessary?    Also,  how  skilled  labor 
was  not  striking,  but  leaving  the  railroads  for  unskilled 
employment  at   greatly   increased    wages   in    the   steel 
plants,  the  munitions  plants  and  the  shipyards.     Why 
doesn't  he  read  Mr.  Rea's  description  of  the  rapidly  grow- 
ing shortage  of  man  power  on  the  eastern  roads  and  the 
necessity  of  using  three  men  where  formerly  two  would 
do?     With  commodity   traffic  shrinking  almost  to  the 
vanishing  point  after  the  signing  of  the  armistice  on  No- 
vember 11,  again  it  takes  no  Solomon  to  prophesy  that  if 
the  railroads  had  been  under  private  control  the  shock 
absorbing  capacity  of  the  Federal  reserve  act  might  have 
been  tested  to  the  bursting  point  to  tide  us  over  resulting 
financial  disturbances  caused  by  wholesale  receiverships 
of  the  railroads.     In  order  that  the  frightful  e.xperience 
of  the  winter  of  1917  and  1918  might  not  be  repeated, 
the  Fuel  Administration  encouraged  the  piling  up  of 
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great  coal  reserves  in  most  of  our  important  centres ;  the 
moment  the  armistice  was  signed  those  who  had  bought 
these  enormous  stocks  of  coal  at  high  prices  decided  to  use 
them  before  purchasing  more.  That  was  good  business, 
but  it  was  disastrous  to  the  income  of  the  railroads.  Prac- 
tically the  only  building  in  the  country  during  our  par- 
ticipation in  the  war  was  conducted  by  the  Government. 
On  November  11,  1918,  there  began  wholesale  cancella- 
tion by  the  Government  of  building  contracts.  Private 
capital  was  timid  about  resuming  operations  at  such  a 
time.  Koad  building  had  practically  ceased,  and  the  re- 
sumption of  this  was  to  be  slow.  Consider  that  products 
of  the  mines  and  building  materials  constitute  about  60 
per  cent,  of  all  the  freight  traffic  of  the  railroads  and  it 
is  easy  to  imagine  why  there  was  a  shrinkage  in  revenues 
up  to  July  1, 1919. 

Now,  of  course,  traffic  of  all  kinds  is  moving  again, 
and  Director  General  Hines,  the  former  head  of  the  great 
Santa  Fe  System  who  is  doing  such  an  admirable  job,  is 
authority  for  the  statement  that  the  carrying  capacity 
of  the  railroads  is  likely  to  be  tested  for  at  least  five  years 
to  come.  With  this  assured  business  in  sight  as  a  guar- 
antee, and  the  statement  of  the  t)irector  General  himself 
that  no  further  increase  in  freight  rates  under  continued 
Federal  control  would  be  necessary,  why  should  Con- 
gress, representing  the  interests  of  all  the  American  peo- 
ple, decree  that  it  is  preferable  to  incur  a  minimum  in- 
crease of  25  per  cent,  in  freight  rates  as  a  starter  and  no 
one  knows  how  much  higher  price  levels? 

I  am  opposed  to  Government  ownership  if  there  is  any 
plan  under  private  control  by  which  the  roads  may  be 
efficiently  and  economically  handled  in  the  interest  of  the 
public  and  owners  of  their  stocks  and  bonds  alike.  In 
my  opinion  the  only  hope  of  preventing  it  lies  in  holding 
the  roads  for  a  period  that  will  carry  us  over  the  recon- 
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struction  days  and  back  to  normal,  when  it  may  be 
possible  to  fix  just  what  the  measure  of  rates  should  be 
under  private  control.  Meanwhile,  American  genius  will 
have  ample  opportunity  to  do  its  best  to  meet  the  situa- 
tion. 
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